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CORPORATE PROFILE 

Japan Tobacco Inc. was originally established in 1898 as a 
government bureau to operate a monopoly in tobacco. In 1905, 
the Japanese government added salt to its operations, and in 1949, 
the bureau became Japan Tobacco and Salt Public Corporation. 
This corporation was Japan’s sole producer of tobacco and salt 
products until April 1985, when it was privatized and reestablished 
as Japan Tobacco Inc, a joint stock company fully owned by the 
Japanese government At present, the Company maintains its 
leading position in the domestic tobacco industry with an 87.9% 
market share while continuing to serve the public’s needs for salt 
products. In terms of salts, Japan Tobacco is the fourth largest 
tobacco company in the world and also ranks as one of the com¬ 
panies in Japan with the highest turnover. 

As one of Japan’s largest companies with abundant financial, 
technical! and human resources at its disposal! Japan Tobacco 
is continuing to explore new business opportunities while strength¬ 
ening its more recently acquired businesses. Main directions of 
growth where Japan Tobacco is aiming to carve a niche include 
pharmaceuticals, agribusiness, and engineering. These business 
areas, along with tobacco, are expected to form a new founda¬ 
tion for the Company in the 21st century and' beyond. 
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Japan Tobacco Ihc. 

Yeans ended March 31, 1988 and 1989 



Millions of yen 

Millions of 
U S. dollars 


1988 

1989 

1989 

For the year: 

Net sales 

Net income 

¥2,797,856 

36,889 

¥2,723,962 

38,328 

$20,636 

290 

At year-end: 

Shareholder’s equity 

Total assets 

¥ 976*184 
1,518,044 

¥1,006,443 

1,501,466 

S 7,625 
111375 

Amounts per share of common stock 
(in yen and U.S. dollars): 

Net income 

Gash dividends 

Shareholder’s equity 

¥ 13,803 
4,000 
455,405 

¥ 15,633 
5,000 
467,004 

$ 118 
38 
3,538 


Notes: 1. Figures stated in US dollars in this report are translated solely for convenience at the rate of T132 per US$1 
as of March 31, 1989. 

2. The amounts for net income, cash dividends, and shareholder's equity per share are related to the profit- 
oriented operations. 


I Through the development of new products and aggressive marketing, Japan Tobacco main¬ 
tained its leading position in the Japanese tobacco industry with an 87.9^0 market share. 

■ Tobacco exports rose 62.0% year to year in volume. 

I From April 1, 1988, Japan Tobacco’s R&D activities were restructured to directly link 
each of the seven research arms with relevant operational divisions, and the Company 
also established two basic research organizations. 

■ Japan Tobacco continued to diversify its activities by establishing new companies, such 
as Lifix Inc, and by entering into such new business areas as die beverage industry. 


HIGHLIGHTS OF THE YEAR 


CONTENTS 

A MESSAGE FROM THE PRESIDENT ... 2 
EXPLORING NEW HORIZONS ... 4 
TURNING OVER A NEW LEAF ... 6 
BRANCHING OUT ...10 
SOWING THE SEEDS OF FUTURE HARVESTS ...14 
HELPING PEOPLE GROW ...16 
DIRECTORS AND OFFICERS ...18 
FINANCIAL SECTION...20 
OUR PRODUCT LINEUP ...36 
CORPORATE DATA...38 
OVERSEAS OFFICES ..,38 


2021343098 


Source: https://www.industrydocuments.ucsf.edu/docs/fhllOOOO 




In reviewing our business results for Future Outlook 

the year ended March 31, 1989, l am We believe that the domestic market 

pleased to report on the progress we for tobacco products will pose further 

have made in working to enhance Japan challenges in the future based on fre- 

Tbbacco’s operations. During the year, quently changing consumer tastes and 

we worked to strengthen our competi- ever intense competition. We plan t©' 

tiveness in the tobacco industry while meet these challenges by responding 

continuing to expand our new areas flexibly to market demand by introduc- 

of business. ing innovative and creative products 

designed to meet varied'consumer tastes. 
Our Business Development To attain the highest level of net income 

Although the Japanese economy re- possible, we will continue to strengthen 

mained strong in fiscal 1989 with an in- our product lines, reduce production' 
crease in overall consumption, our main costs, and enhance our marketing strate- 
business, domestic tobacco production; gies. We also plan to continue promot- 
continued to face the challenges posed ing our tobacco exports worldwide in 
by levekd-off consumer demand for the interest of developing a global! 

tobacco products and strict competition tobacco business, 
from other tobacco manufacturing com- Our diversification program will con- 
panies. By meeting these challenges head tinue to pihy a major role in our future 

on with the timely introduction of new development. Founded on the advanced! 

brands developed to meet changing con- technologies, extensive distribution 
sumer tastes, extensive advertising, and channels, and marketing capabilities de¬ 
salts promotion efforts, we were able to veloped through our tobacco activities, 

maintain a total market share of 87.9%. these areas of diversification—including 

Our growth in tobacco exports con- pharmaceuticals, agribusiness,, beverage 
tinued throughout fiscal 1989, increasing production, and engineering—have been 
62.0% in volume. developed to provide consumers with 

In addition to our tobacco business, a vast array of products specifically 

we continued to pursue a program of designed to meet market needs. We are 

diversification into such fields as phar- committed to the development of 
maceuticals and agribusiness for long- prescription drugs that will help restore 

term future development. To fully utilize health and meet' consumer needs. With 

our resources and advanced technologies, these commitments, we are confident 
we completely reorganized our research that our operations will increasingly 


A MESSAGE FROM THE PRESIDENT 


and development laboratories to best meet contribute to our growth, 
the needs of our new diversification Although our business environment 

programs. Also, we have initiated produc- does not allow us to be optimistic about 
tion and marketing of over-the-counter the future, we believe that our accumu- 
(OTC) drugs and of beverages through lated experience of more than 90 years 
newly established companies, These efforts in the tobacco business will continue to 
clearly illustrate the steady progress of our provide a solid foundation from which 

diversification program in fiscal 1989. future growth can be assured. In fiscal 

Although revenue contributions from 1989 we took one more step toward 

our new businesses remain minor, our strengthening that foundation, and we 

combined efforts in the tobacco and salt look forward to many more successful 

business helped us to achieve net sales of years to come. 

¥2,723.9 billion ($20,6 billion) and net 
income of ¥38.3 billion ($290.0 million)^ 
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June 1989 



Shigeru Mizuno 

President and Chief Executive Officer 
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For nearly a century, Japan Tobacco has 
developed and honed its craft in the 
tobacco and salt industries. The Company 
is now recognized globally as an industry 
leader for its track record in research 
and technology in these industries. In 
Japan, we are regarded as a responsible 
and reliable corporate citizen, committed 
to the supply and development of quality 
products for our customers. While the 
Company remains obligated to serve the 
Japanese public as the sole agent and 
producer of salt products, gradual 
changes in government policy and rapid 
advances in technology have transformed 
its operating environment in tobacco. 
With privatization, Japan Tobacco is 
now in a better position to determine its 
own 1 destiny by applying its accumulated 
technological expertise in areas outside 
of its present main areas of business. 

Our roots lie in the tobacco and salt 
industries, but to meet and anticipate 
changes in our operating environment, 
we are seeking to expand our operations 
in both domestic and international 
markets. At present, we arc continuing 
our diversification program into such 
areas as pharmaceuticals, agribusiness, 
and engineering. To better reflect these 
expanded operations, the Company 
elected to use “JT” as a communication 
logo in tandem with its corporate name, 
Japan Tobacco Inc 

Because our confidence to diversify 


EXPLORING NEW HORIZONS 


into new businesses originates from a 
rich history in the tobacco industry, we 
will continue to strengthen our tobacco 
business even as we seek to explore other 
avenues for growth in the future This 
reflects our belief that strength in the j 
tobacco industry will continue to 
play an important role in our future 
operations as we seek to better serve 
the needs of the community. 





% 
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JT Distribution 


Japan Tobacco 
International 



•Cultivation technology 
•Breeding technology 
•Tfechnology for control of 
diseases and insect pests 
(prevention and 
extermination) 

•Raw material processing 
and treatment technoldgy 
•Aromatic development 
technology 

•Material processing and 
forming technology 
•Safety verification 
techniques 



f 





JT Agris 


Fuji Bio Farm 


TOBACCO 


Chicago Foods 
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The MILD SEVEN family, a 
major Japan Tobacco brand 
croup, accounts for 46.7% of 
all cigarettes sold by the 
Company in the domestic 
markets while MILD SEVEN 
accounts for 55.0% of ail 
cigarettes exported* indicating 
its recent growth as a 
global brand* 







TURNING OVER A NEW LEAF 


From its early years as Japan Tobacco 
and Salt Public Corporation, the promo¬ 
tion of brand recognition has been a 
crucial part of the Company’s marketing 
strategy for tobacco products. For exam¬ 
ple, one of its earliest cigarette brands, 
Peace, drew wide attention after the 
Company engaged an internationally 
recognized designer to redesign its pack¬ 
age. In recent years, we have continued 
developing and promoting new brands 
while expanding existing brands for the 
domestic market. At present^ there are 
more than 70 Japan Tobacco cigarette 



brands on the market,, and the Com¬ 
pany’s main brand, MILD SEVEN, 
now accounts for 26.0% of the Japanese 
market for cigarettes. Our other main 
brands, CASTER and CABIN, are also 
well known, with the number of smoking 
devotees increasing every year. These 
and other leading brand-name products 
represent one more aspect of our 
asset wealth. 

In recent years, changes in market 
demand have led Japan Tbbacco to 
review its future strategy, Therefore, 
we have shifted our energies toward 
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“B ukubt-I" is a new strain of tobacco leaf, developed 
through a haploid process, that is resistant to a diversity of 

diseases. Years of accumulated experience in (be deseiop- 

mcat of newly unproved tobacco strains are being applied 
in new bus in esses. 



improving our tobacco operations in an¬ 
ticipation of future changes. In addition 
to our three fundamental policies of 
lowering costs, increasing efficiency, and 
developing market-sensitive products, we 
have begun to focus more on interna¬ 
tionalizing our operations as we seek to 
become a 1 flexible, high-quality, and cost- 
competitive producer. 

Efforts to cut costs include restructuring 
the domestic leaf tobacco procurement 
system, introducing the latest and 
most sophisticated tobacco making and 
packing equipment available for the 


A major presence on racing tracks across the country is the 
CABIN Racing Item. Japan Tobacco also has a high profile 
in a wide variety of musiaU and sports events. These provide 
entertainment for spectators and work as a powerful 
marketing tool. 
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The MMDP-8000, developed 
by the Company, is one of 
the world's fastest 
cigarette making machines, 
capable of producing 
8,000 cigarettes a minute. 



industry, and improving management ef¬ 
ficiency through the usage of computers. 
While aiming for optimal usage of avail¬ 
able personnel, the introduction of the 
MMDP-8000, one of the world’s fastest 
cigarette making machines developed by 
Japan "tobacco, will allow the Company 
to save further on labor costs while in¬ 
creasing product quality. In addition to 
new large-scale computer network systems 
linking our plants and offices throughout 
Japan, an expert system helps us to avoid 
system crashes for the MMDP3O0O. 

Further efforts to raise efficiency have 


business. In future years, we anticipate 
that our products will remain favored by 
the Japanese public, aided by dynamic 
contributions from our subsidiaries; JT 
Distribution, Japan Tobacco Aimex (leaf 
tobacco imports), JT Soft Service, and 
Japan Tobacco International (JATICO). 

JATICO was established in 1984' to 
handle our international tobacco busi¬ 
ness. Since the establishment of 
JATICO, the growth of our internation¬ 
al business has been phenomenal. In 
fiscal 1988, the volume of exports to 
more than 30 countries increased 82.0% 


enabled us to trim inventory levels from 
the typical one month in 1985 to an 
average of 0.3 months at present, trans¬ 
lating into substantial cost savings. 

We are also continuing to improve and 
reorganize our operational structure to 
better serve the needs of major cities and 1 
urban areas in Japan. As the leading 
tobacco company in Japan, we are 
striving to meet the needs of all our 
customers by keeping a sharp eye on 
shifting market demands. 

Through these measures, we are aiming 
to turn over a new leaf in our tobacco 



Japan Tobacco is continuously introducing the latest, most 
sophisticated technology into its operations. Through such 
equipment as advanced computers, we are aiming to further 
automate the production process and raise the efficiency 
and speed of production machinery. 
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Overseas points of operations, 
such as Hong Kong, provide 
us with a springboard from 
which we can penetrate and 
expand our overseas business 
while serving as a constant 
monitor for changes 
in overseas markets. 


over the previous year, and in fiscal 

1989, exports rose an additional 62.0%. 

MILD SEVEN represented 55:0% of 
total cigarette exports in fiscal 1989. This 
clearly indicates that MILD SEVEN is 
already a global brand. 

The Company attributes its success to 
a growing recognition of its product 
quality throughout the world. For those 
markets to which export is nearly 


impossible, such as the European Com¬ 
munity, Ideal production under license is 
being used and will continue to be im¬ 
plemented where necessary as a positive 
alternative to further the successful sale 
of our products in the future. 
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Japan Tobacco’s diversification pro¬ 
gram is a natural expansion springing 
from its roots in the tobacco industry 
and from its accumulated resources* 
such as R&D technological capabilities 
and real estate. For example, we have 
established sports clubs by utilizing our 
real estate resources. In addition, our 
sales distribution network, incorporating 
more than 270,000 stores nationwide, 
provides other opportunities for diversifi¬ 
cation. At present, while their contribu¬ 
tions to total turnover are still minor 
relative to those from our established 
tobacco business, we are confident that 
these new businesses will grow to be¬ 
come additional areas of income sup¬ 
port. On the following pages, we will 
present a short introduction to our 
business in the pharmaceutical, agri¬ 
business, beverages, and engineering 
sectors, which represent our main new 
areas of operations. 

Pharmaceuticals 

In pharmaceuticals, we have already 
developed and manufactured a wide 
range of health-related products in OTC 
drugs so that people may enjoy healthier 
and higher-quality lifestyles. At present, 
our scientists at the Pharmaceutical 
Research Laboratories and the Toxi¬ 
cology Research Laboratories—where 
research in pharmacochemistry, bio¬ 
chemistry pharmacology, pharmaceutical 


BRANCHING OUT 



At the Company** pharmaceutical laboratories, a wide range 
of innovative research in synthetics, biochemistry, and drug 
formulations is paving the way for the development of new 
pharmaceutical products. 


development, and toxicolbgy is being 
conducted—are in the process of devel¬ 
oping sophisticated andi advanced 1 tech¬ 
nologies and biotechnologies. 

In prescription drugs, research activi¬ 
ties involve the development of medicines 
to treat diseases of the central nervous 
system, the cardiovascular system; and 
cancer as the number of older people in¬ 
creases. The Company is aiming to apply 
the results of these research activities to 
marketable products as soon as possible 
through joint research work with various 
research i organizations and pharmaceuti¬ 
cal companies in Japani and ! overseas. In 
general, long years of research and sub¬ 
stantial R&D investments are necessary 
to develop a new dhig. Recently, 10 to 
16 years and between T8 and ¥10 billion 
have become the norm for a drug to be 
developed and marketed.. For this reason. 



Ufix is aiming for future growth by taking full advantage 
of Japan Tobacco's onensive sales and distribution network 
and marketing know-how. 


it is necessary to have a long-term plan 
and patience during the research, 
manufacture, and distribution phases to 
expand our pharmaceutical business. At 
present, we are continuing to strengthen 
our R&D staff, building from die current 
130 scientists to reach a total of 400 at 
the earliest date possible In two or three 
years, we are also planning to construct 
two R&D laboratories. In addition, a 
pharmaceutical agent is already in the 
second phase of clinical study, and we 
are in the process of establishing a 
manufacturing and sales structure for 


10 

Source: https://www.industrydocuments.ucsf.edu/docs/fhll0000 


2021343107 





this: product, with a launch date targeted 
for 1994, 

In April 1988, we established Lifix 
Inc in a joint venture with Yoshitomi 
Pharmaceutical Ihdtistries, Ltd., a 
Japanese pharmaceutical company, to 
promote diversification into the OTC 
drug market. Lifix began marketing cold 
and stomach medicines and fever and 
cough suppressants in October 1988 and 
a medicinaldrink in August 1988. These 
products are sold in nearly half of all 
domestic pharmacies and drugstores. 
Lifix’s health drink, Royal Star, is being 


Agribusiness 

Agribusiness includes a diversity of 
integrated operations ranging from the 
supply of seedlings to foods. This area 
includes a seed business rooted in the 
latest biotechnology, plants for the 
living environment, and foods for an 
enriched lift 

In the agricultural sector, our main 
objective is to contribute to the farming 
family through the supply of agricultural 
materials, such as seeds. Through its ex¬ 
pertise accumulated over many years of 
research in the tobacco business and de- 


This is a photograph of - 
molecular fusion. Japan 
Tobacco is already engaged 
in innovative R&D in 
biotechnology, which forms 
the technological basis for its 
agribusiness. At present . our 
scientists are concentrating 
on the development and 
application of major 
herbicides and nonpolluting 
agrochemicals. 


distributed: through our tobacco sales 
outlets, another example of utilizing our 
unique and extensive sales network. 

In other health-related areas, Japan 
Tobacco is aiming to build a diversified 
business by taking a fresh perspective on 
the emerging and varied needs of its cus¬ 
tomers. Some examples of die Company’s 
efforts include the supply of hospital 
food I and the creation of “health bou¬ 
tiques? which are facilities incorporating 
a multitude of services in clinics, sports 
clubs, and pharmacies. 


velopment of new tobacco varieties 
ahead of other companies in the indus¬ 
try, the Company has succeeded in ap¬ 
plying its technologies in such' fields as 
molecular fusion. At present, new types 
of flowers, vegetables, and cereals and 
grains are being developed mainly at the 
Plant Breeding and Genetics Research 
Laboratory and the Applied Plant 
Research Laboratory through the appli¬ 
cation of such technologies as generic 
engineering and biotechnology. At the 
same time, we are aggressively working 
to develop fertilizers, herbicides, and 
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other agricultural products that can be 
used safely and inexpensively. In addi¬ 
tion, we have looked to team up with 
appropriate partners in Japan and over¬ 
seas to deepen our knowledge in these 
areas and broaden the potential applica¬ 
tions. Especially through tie-ups with the 
world-renowned biotechnology compa¬ 
nies Plant Genetics Systems and Myco* 
gen, we are endeavoring to develop new 
plant products and bioherbiddes. 

In foods, Japan Tobacco is aiming to 
establish a sound business foundation 
through offering products with superior 
nutritional valtie and taste and by target¬ 
ing certain parts of the market Examples 
indude a subsidiary engaged in the 
mushroom business, Fuji BioFarm Corp., 
and another in the noodle and processed 
meat business, JT Agris Corp. These 
two companies offer spedalized foods of 
distinctive quality. In addition, we estab¬ 
lished Chicago Foods Corp. in a joint 
venture with another company in July 
1988. In July 1989, we opened our first 
gourmet hot dog restaurant in Roppongi, 
Tokyo, an area popular with young peo¬ 
ple, in our first step into the restaurant 
business. In addition, to develop various 
foods businesses that contribute to the 
establishment of a better diet, we are 
promoting research in ingredients, 
processing methods, and redpes at our 
Food R&D Center while tracking and 
analyzing prevailing food trends. 



Wr offer decorative greenery to beautify the urban home. 
Customer response has been very favora ble for our simple 
garden sets and a variety of other decorad vt greenery 
products. 


Beverages 

In beverages, our engineers have used 
technology accumulated! through many 
years of tobacco production to develop 
the HalfTime line of canned drinks, 
which offers our customers a variety of 
flavors and a distinctly delicate taste 
Our knowledge of blending and aromas 
enabled us to produce aromatic essences 
closely resembling natural aromas and to 
use them to flavor beverages. In view of 
the potential growth the beverage indus¬ 
try has in Japan, we first' targeted the 
canned beverage market, spedfically 
beverages sold in vending machines, as 
the market with the highest growth 
potential! 

Since our HalfTime product line of 
canned beverages was released in April 
1988, consumer response has exceeded' 
our original expectations. In addition 
to three prefectures and the Tokyo 
metropolitan area, we have expanded our 
sales area'to include four' prefectures sur¬ 
rounding Nagoya from February 1989. 
From June 1989, HalfTime will be sold 
throughout Japan in convenience stores. 

Contributing factors to the popularity 
of Japan Tobacco’s HalfTime product line 
have been'its controlled sweetness aimed 
at the adult taste preference, its unified 
container and vending machine design, 
and the Company’s already established 
strong network of vending machine loca- 
-tions. By making the can design' uniform 


with that of the vending machine; we are 
aiming to raise public awareness of Half- 
Time and set it apart from ordinary 
canned beverage products: In' addition, 
the strategic placement of HalfTime 
vending machines non to our tobacco 
vending machines increases product ex¬ 
posure while facilitating customer access. 
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Our HaJfTimc series of delicately flawed drinks, which was 
developed through the most advanced technology, is rapid¬ 
ly increasing in popularity. 


Engineering 

During a century of operations in the 
tobacco business, Japan Tobacco has ac¬ 
cumulated extensive know-how in the de¬ 
sign and manufacture of machinery used 
in the tobacco production process. Our 
technical expertise in quality process¬ 
ing and control; for example, provides 
a platform from which the Company 
can venture into new business areas. 

At our Engineering Research Lab¬ 
oratory, six R&D teams work with 
such advanced equipment as infrared 
analyzers, expert systems, and CAD sys¬ 
tems to research laboratory automation, 
factory automation, inorganic materials. 


organic materials, information systems, 
and sensors. 

This strong background in machinery 
technology enables us to offer our clients 
a diversity of engineering products and 
services ranging from sensors and high¬ 
speed precision machines for other in¬ 
dustries to systems engineering for 
factory automation and laboratory auto¬ 
mation, and to design and engineering 
services for plant construction. 

In 1987, we established JT Engineering 
Inc (JTE) to provide comprehensive 
engineering services. JTE assists us in 
domestic and overseas sales of tobacco 
prodtict manufacturing equipment and in 
designing improvements in production at 
new plants. JTE’s operations also include 
basic equipment design and consulting 
services. Although the bulk of its busi¬ 
ness is related to machinery for auto¬ 
mated cigarette packaging, JTE also has 
experience in more than 12 other indus¬ 
tries. We expect JTE’s expertise in com¬ 
prehensive engineering services to aid in 
its expansion not only in the domestic 
market but in such overseas markets as 
the Middte East and Southeast Asia. 
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Through more than 85 years of R&D 
activities in the tobacco industry, Japan 
Tobacco has kept ahead of new develop¬ 
ments and more recently entered into 
new areas of business. In April 1988, we 
reorganized our R&D operations to ob¬ 
tain closer links with each operational 
division. At present, there are research 
centers at nine locations throughout 
Japan where specialists in each field 
work in teams, Of these centers, seven 
are directly linked to an operational divi¬ 
sion to facilitate rapid development of 
marketable products. The remaining two, 
the Tobacco Science Research Laboratory 
(TSRL) and the Life Science Research 
Laboratory (LSRL), are engaged in basic 
research with a view to developing new 
business areas for the long term. 

Tobacco Science Research Laboratory 
TSRL was established to engage in 
research for the development of innova¬ 
tive tobacco products. By exploring new 
technologies, this laboratory aims mainly 
to increase product quality, reduce costs, 
and develop new products. To develop 
prototypes for innovative products, 

TSRL is engaged in the development 
of new materials that can be used to 
gear products toward new trends and 
smoking tastes. Examples of such prod¬ 
ucts include smokeless cigarettes, 
low-smoke-prodUcing cigarettes, and 
cigarettes with built-in extinguishing 



pleasant, mellow taste through the analy¬ 
sis of leaf tobacco. This involves exami¬ 
nation of the composition of various 


aromas and substances in 1 natural leaf 
tobacco, the development of liquid car¬ 
bon dioxide and supercritical fluid- 


’SOWING THE SEEDS OF FUTURE HARVESTS 


features. To develop these products, 

TSRL is also engaged in the develop¬ 
ment of technologies for vulcanization, 
swelling, and formulation of raw materi¬ 
als. In addition to application research, 
TSRL is responsible for new technologi¬ 
cal discoveries that will sow the seeds for 
basic, general research with a view to the 
long term. 

Research at TSRL is divided into five 
areas: taste and fragrance, materials, 
smoke, analysis, and backup systems. 

In taste and fragrance, for example, 
TSRL is looking to develop a more 


extraction technology, and research into 
the metabolic functions of microbes 
through fermentation to find ways to en¬ 
hance the taste and fragrance of tobacco. 

Future success in the tobacco industry 
lies in this kind of basic, ground-break¬ 
ing research. Through'these research 
activities, Japan Tobacco, as a leading 
Japanese company, aims to further 
contribute to the growth of the tobacco 
industry and the Japanese economy. 
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Life Science Research Laboratory 
LSRL was established to research the 
recognition and response abilities of life 
forms using three paradigms: plant 
viruses, animal cells and proteins, and 
insect pheromones. In studying plant 


viruses, LSRL has focused on RNA, a 
gene which has the ability to self- 
replicate. Through these efforts, research¬ 
ers at LSRL have already succeeded in 
producing tobacco plants resistant to the 
cucumber mosaic virus (CMV) by insert¬ 
ing cDNA, a satellite RNA parasitic on 
CMV, into a tobacco nucleus. 

In the area of animal cells and proteins, 
researchers are studying mechanisms of 
cell differentiation and carcinogenesis 
through genetic engineering and X-ray 
crystallography to understand more 
about the structure and function of 


Nuclear granules and chromosomes (HcLa cdl mitotic phase): 
In analyzing carcinogenesis and cell differentiation 
mechanising the study of cellular and protein structures is 
very important Wr are aiming to understand the functions of 
protein structures in these two fields. 

j 

proteins. In studying insect pheromones, 
LSRL is attempting to understand how 
male insects locate female insects through 
the detection of airborne pheromones, 
a chemical secreted by female insects. 

LSRL has two main objectives in 
these research activities. The first is to 
open the door to the technological 
develbpment of life models, which will 
enable breakthroughs in each business 
area. This involves 1) the development of 
fine chemicals through studies of con¬ 
trols for genetic discoveries and the 
development of revolutionary catalysts; 
both of these activities are based on the 
discoveries of basic, technological breaks 
throughs concerning life recognition 
mechanisms; and 2) the application of 
sensory and recognition research to 
advanced artificial intelligence robot* 

The second main' objective of LSRL is 
to develop potential future business 
avenues that will sustain our growth' into 
the 21st century and beyond. 



Rotary evaporator. In search of increased quality, we are 
working to further expand the range of aromas a nd tas tes, 
as well as the variety of our tobacco products by research* 
ing the natural aromatic particles and physiological activa¬ 
tors present in leaf tobacco 
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Through the AFFINIS ARTS 
FOUNDATION, Japan 
Tobacco supports musk 
performances. In 1989. the 
foundation's activities included 
the sponsorship of concerts 
and training sessions 
for musicians. 



HELPING PEOPLE GROW 


Japan Tobacco’s most important cor¬ 
porate objectives are to serve the com¬ 
munity and to make the world a better 
place to live. We have a long history of 
serving the public through the promotion 
of cultural activities and environmental 
campaigns, among other programs. 

The Tobacco and Salt Museum, locat¬ 
ed in central Tokyo, first opened its 
doors to the public in 1978. Since then, 
many visitors have learned about the his¬ 
tory and important uses of tobacco and 
salt in our lives through exhibits, mini¬ 
lectures, and field trips. This unique 


museum has more than 22,000 items on 
permanent display through which the 
public can visualize the history of tobac¬ 
co and salt. In addition, several speciall 
exhibits are held annually, covering 
topics of interest for the public 
Another method of fulfilling our 
responsibilities as a corporate citizen has 
been our “Smokin’ Clean” campaign. 
Since 1963, we have endeavored to' 
inform the Japanese public about the 
importance of keeping our living environ¬ 
ment dean; and we have cooperated 
with fire safety officials to keep the 
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sponsorship for concerts and other artis¬ 
tic activities as well as endowments for 
the training of performing artists. This 
foundation is one of the largest dfevoted 
to the musical arts in Japan. 

In addition, Japan Tobacco is active 
in sponsoring various cultural and 
sports programs, including jazz festivals, 
motor races, a World Cup for sailings, 
classical music concerts, and monthly 
talk shows. 



public aware of the fire hazards associat¬ 
ed with careless smoking. From early on, 
we installed ashtray stands in parks and 
other public facilities and gave away free 
portable ashtrays to prevent smokers 
from littering streets with cigarette butts. 
More recently, we have begun to empha¬ 
size such smoking etiquette as showing 
greater consideration for non-smokers. 

Ih' 1988, we established the AFFINIS 
ARTS FOUNDATION, our most ambi¬ 
tious plan so far to promote activities 
ini the field of music The objectives 
of this foundation include providing 



Japan Tobacco has promoted its “Smokin’ CSeanT campaign 
for over 20 years. As a member of the corporate communi¬ 
ty, we will continue promoting courtesy among the smok¬ 
ing public 
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taking appropriate steps to meet present 
and possible future trends. 

During fiscal 1989, the Company’s best¬ 
selling tobacco brand; MILD SEVEN, 
continued to be the brand most flavored by 
the Japanese public, with a 26.0% market 
share. The second most popular brand, MILD 
SEVEN Lights, had an estimated 14.7% 
market share, lb maintain and further 
reinforce its image and dominant market 
position, the Company continued its program 
of carefully planned advertising and 
introduction! of new products. New products 
introduced in the year under review include 
additions to the MILD SEVEN and CASTER 
families, MILD SEVEN FK, and CASTER 
MILD, in response to continued customer 
loyalty for these brands. In addition, 
SomdTime MIASS, an upmarket version of 


the SomeTime LIGHT; Frontier^ a super-low 
nicotine tar prodtict; and CABIN 85 MILD 
Box, a hard-boxed package of CABIN 85 
MILD, were introduced to customers. In 
addition, tobacco exports increased 62.0% 
in volume, to 4.3 billion cigarettes, due to 
sustained promotion of the Company’s 
products in overseas markets by its 
subsidiary JATICO. 

In fiscal 1989, the Company continued its 
diversification program by launching its 
beverage line, HalfTime;; establishing JT 
Beverages to take charge of vending machine 
and other operations; and establishing Sports 
Club Trimm to promote health-related sports 
activities. On the international front, the 
production and export of vending machines 
and tobacco production machinery activities 
were continued. Other subsidiaries established 
in the year under review include Lifix, a joint 
venture company with a prominent Japanese 
pharmaceuticals company, and three other 
joint venture companies for the production 
and design of machinery and office 
equipment—JT CMK, JTS Denso, and JT 
Okamura. These three companies were all : 
established with already available resources 
held by Japan Tobacco and represent another 
method of optimizing Company resources. 

Since the Company’s new business areas in 
agribusiness, pharmaceuticals, and engineering: 
still represent only a tiny fraction of net sales, 
earnings contributions from these activities 
are shown together with tobacco sales in the 
Tobacco Business Division. While earnings 
contributions from new business areas;remain' 
insignificant relative to the Company’s core 
business in tobacco, Japan Tobacco will: 
continue its policy of dividing net sales into 
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its Tobacco Business Division or its Salt 
Business Division. However, the Company has 
been extremely pleased with the substantial 
growth many of its new business activities 
have shown in the year under review. 

As a result of new brand introductions, in¬ 
creasing contributions from new operations, 
and vigorous promotional campaigns, total 
sales for the Tobacco Business Division in 
value only decreased 2.7%, to ¥2,654 billion, 
while tobacco sales volume decreased 3.2% 
from fiscal 1988, to 269.2 billion cigarettes, 
despite intense competition from foreign 
brands. 

Lower national and regional taxes stemming 
from a decrease in tobacco sales volume con¬ 
tributed to lower cost of goods sold. In addi¬ 
tion,, die Company’s efforts to rationalize 
production through the introduction of 
sophisticated equipment at its plants con¬ 
tributed to a 3.7% decline in cost of goods 
sold, to ¥88.2 billion, compared to fiscal 19881 
However, substantial increases in promotional 
activities resulted in a 5.9% increase in selling, 
general and ad minis trative expenses. This 
resulted in a 1.4% increase in operating 
profits, to ¥91.1 billion. 

At the non-operating level, while income 
decreased ¥3.6 billion due to reduced interest 
income, expenses increased ¥550 million 
despite a decline in interest payments of 
¥1.5 billion. This increase was mainly due to 
a rise of ¥2.9 billion in aid to leaf tobacco 
producers suffering from the negative effects 
of natural disasters. The result was a decrease 
of 3.0% in recurring profits, to ¥91.5 billion. 
Extraordinary losses of ¥19.6 billion stemming 
from a one-time payment to the Japan Leaf 
Tobacco Adjustment Fund resulted in a 


CIGARETTE EXPORTS 



further decline in pre-tax income However, 
with lbwer corporate and regional taxes, net 
income from tobacco operations increased 
13.3%, to ¥31.3 billion. 

Salt Business Division 
In its role as the sole supplier of salt in 
Japan, the Company continuedito ensure sta¬ 
bility in supply arid prices throughout fiscal 
1989 while working to steer its salt business 
toward future independent operations as 
directed in January 1987 by the Salt Provi¬ 
sional Committee. Salt salts for common use 
remained unchanged from fiscal 1988* at 1.2 
million tons, while salts from salt supplied to 
the caustic soda industry increased 6.6%, to 
70.8 million tons, as industrial activity remained 
strong. However, due to a domestic salt price 
cut from fiscal 1987, total salt sales decreased 
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1.1% in value from fiscal 1988, to 169.9 bil¬ 
lion. A change in some aspects of the salt 
procurement system resulted in a rise in cost 
of goods sold. Selling, general and adminis¬ 
trative expenses also increased 3.0% with the 
contribution of ¥1.5 billion to the Salt Science 
Foundation, resulting in a 37.1% decrease in 
operating income, to ¥4.5 billion. Net income 
of ¥7.1 billion was deposited in the reserve for 
salt monopoly price stabilization in accor¬ 
dance with the Monopoly in Salt Act. 

Company Financial Position 
Total assets decreased 1.1% compared to 
the previous year, to ¥1,501.5 billion. Invento¬ 
ries of leaf tobacco, which comprise over half 
of total'assets, continued to be reduced dur¬ 
ing the year. As a result of a decline in pur¬ 
chase prices and reduced inventory levels, leaf 


tobacco stock decreased 9.9% compared to 
the previous year, to ¥700.4 billion. Share¬ 
holder’s equity, which is composed! mainly of 
net income, increased ¥30.3 billion. However, 
because capital expenditures were nearly 
equivalent to depreciation expenses, the in¬ 
creased amount was placed in time deposits 
and marketable securities for fund manage¬ 
ment This increased short-term investments, 
mainly time deposits and certificates of 
deposit 54.6% compared to the previous year, 
to Y14L3 billion. Current assets, which in¬ 
cludes accounts receivable, decreased 2.1%, to 
¥1,021.7 billion. Because capital investment 
was held at last year’s level, property, plant 
and equipment did not increase significantly 
in the year under review; however, investments 
and other assets showed a slight increase: 

Due to reduced corporate taxes, deferred 
taxes decreased ¥40.7 billion, and this con¬ 
tributed to the decline of ¥36.9 billion in 
current liabilities. There were no significant 
changes in non-current liabilities. 

As a result of these factors, working capital 
increased ¥15.1 billion, and the liquidity ratio 
increased from 3.17 to 3,50. Shareholder’s 
equity to total assets, reflating increased 
retained earnings, continued to increase; rising 
from 64.3% to 67.0%. Net sales to total 
assets showed a minimal decrease from 1.84 
to 1.81. As net income registered a moderate 
gain, total assets fell slightly. 
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NON-CONSOLIDATED BALANCE SHEETS 


Japan Tbbacco Itic 

Years ended March 31, 1988 and 1989 


Millions of 
U.S. dollars 

Millions of yen _ (Note 3) 

1988 1989 1989 


ASSETS 

Current assets: 


Cash 

Y 75,661 

¥ 80,454 

$ 610 

Short-term investments, mainly time deposits 

and certificates of deposit 

91,365 

141^286 

1,070 

Trade notes and accounts receivable 

12,1H7 

14,397 

109 

Inventories (Notes 4 and 6) 

854,148 

769,235 

5,828 

Other current assets 

10,185 

16,309 

123 

Total current assets 

1,043,476 

1,021,681 

7,740 

Property, plant and equipment: 

Land 

106,297 

107,489 

815 

Buildings and structures 

378,155 

387,844 

2,938 

Machinery and equipment 

318,275 

322,096 

2,440 

Vehicles and tools 

26,049 

30,755 

233 

Construction in progress 

6,381 

2,934 

22 


835,157 

851,118 

6,448 

Less accumulated depredation 

413,972, 

430,031 

3,258 


421,185 

421,087 

3,190 

Investments and other assets: 

Investments in subsidiaries and assodated companies 

5,235 

8,498 

64 

Investment securities 

22,975 

26,095 

198 

Other assets 

25,173 

24,105 

183 


53,383 

58,698 

445 

¥1,518,044 

¥1,501,466 

511,375 


to 
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Millions of yen 


Millions of 
U.S. dollars 
(Note 3) 



1988 

1989 

1989 

LIABILITIES AND SHAREHOLDER’S EQUITY 

Current' liabilities: 

Short-term bank loans (Note 7) 

¥ 56,000 

¥ 61,000 

$ 462 

Current portion of long-term debt (Note 7) 

140 

228 

2 

Excise taxes payable (Note 8) 

158,352 

150,097 

1,137 

Trade payables 

46,847 

52,311 

396 

Income taxes payable (Note 8) 

55,757 

15,042 

114 

Accrued employee bonuses 

10,245 

9,417 

71 

Other current liabilities 

1,558 

3,917 

30 

Total current liabilities 

328,899 

292,012 

2,212 

Non-current liabilities: 

Long-term debt (Note 7) 

16,374 

16,632 

126 

Liability for severance payments 

189,294 

185,579 

1,406 

Other non-current liabilities 

7,293 

800 

6 


212,961 

203,011 

1,538 


Commitments and contingencies (Note 12) 


Shareholder’s equity (Notes 9 and 13): 
Common stock, ¥50,000 par valtie; 
Authorized—-8,000,000 shares 


Issued and outstanding—2,000,000 shares 
Capital fund of salt monopoly business 
Additional paid-in capital 
Legal! reserve 

Reserve for salt monopoly price stabilization 
Retained earnings 

Total shareholder’s equity 


100,000 

lOOjOOO 

758 

25,683 

25,683 

195 

736,400 

736,400 

5,579 

1,600 

2,400 

18 

39,690 

46,750 

354 

72,811 

95,210 

721 

976,184 

11006,443 

7,625 

¥1,518,044 

¥1,501,466 

$11,375 


See notes to non-consoiidated financial statements. 
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NON-C0NSOLIDATED STATEMENTS OF INCOME 


Japan Tobacco Inc 

Years ended March 3:1, 1988 and 1989 


Millions of 
U.S. dollars 

Millions of yen _ (Note 3) 

1988 1989 1989 


Net sales 

¥2,797,856 

¥2,723,962 

$20,636 

Cost of sales: 

Cost of products sold 

659,892 

630,201 

4,774 

Excise taxes on products sold (Note 8) 

1,793,452 

1,735*411 

13,147 


2,453,344! 

2,365*612 

17,921 

Gross profit 

344*512 

358,350 

2,715! 

Selling, general and administrative expenses 

230'457 

253*461 

1,920 

Operating profit 

114,055 

104,889 

795 

Other income (expenses): 

Interest income, net 

6*201 

6,470 

48 

Loss on disposals of property, plant and equipment 

(475) 

(3,479) 

(26) 

Other, net (Note 11) 

2,407 

(23*012) 

(174) 


8,133! 

(20,021) 

(152) 

Income before income taxes 

122,188 

84,868 

643 

Income taxes (Note 8) 

85,299 

46,540 

353 

Net income 

¥ 36*889 

¥ 38,328 

S 290 


See notes to non+consolidated I financial statements. 
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NON-CQNSOL1DATED STATEMENTS OF SHAREHOLDER’S EQUITY 


Japan Tobacco Inc 

Years ended March 31. 1988 and 1989 


Millions of 
US. dollars 

Millions of yen (Note 3) 

1988 1989 1989 


Common stock 

¥100,000 

¥100*000 

S 

758 

Additional paid-in capital 

¥736,400 

¥736,400 

$5^579 

Legal reserve: 

Balance at beginning of year 

Add: 

¥ 800 

¥ 1,600 

$ 

12 

Transfer from retained earnings 

800 

800 


_6 

Balance at end of year 

¥ 1,600 

¥ 2,400 


18 

Capital i funds of salt monopoly business 

¥ 25,683 

¥ 25,683 

L 

195 

Reserve for salt monopoly price stabilization: 

Balance at beginning of year 

Add: 

¥ 30,407 

¥ 39,690 

$ 

301 

Transfer from retained earnings 

9,283 

7,060 


53 

Balance at end of year 

¥ 39,690 

¥ 46*750 

s_ 

354 

Retained earnings: 

Balance at beginning of year 

Addt 

¥ 54,050 

¥ 72,81H 

$ 

552 

Net income 

Deduct: 

36,889 _ 

38,328 


290 

Cash dividends, ¥4,000 per share 

(8,000)' 

(8,000) 


(61) 

Bonuses to directors and statutory auditors 

(45) 

(69) 


(!) 

Transfer to legal reserve 

Transfer to reserve for salt monopoly price 

(800) 

(800) 


(6) 

stabilization 

(9,283) 

(7,060) 


(53) 

Balance at end of year 

¥ 72,811 

¥ 95,210 

L 

721' 


See notes to non-consolidated financial statements* 
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NOTES TO NON-CON SOLIDATED FINANCIAL STATEMENTS 


Japan Tobacco inc 

Yean ended March 31, 1988 and 1989 


1. Organization and business 

Japan Tobacco Inc. (the Company) was incor¬ 
porated on April 1, 1985 as an ordinary business 
company, pursuant to the Nihon Tabako Sangyo 
Kabushiki Kaisha Law (the Law) enacted upon 
the resolution of the Japanese Diet. 

Japan Tobacco and Salt Public Corporation 
(the Public Corporation), the predecessor of the 
Company, which had conducted tobacco and salt 
operations, was dissolved on the date of the Com¬ 
pany’s incorporationi 

Upon incorporation, the Company, with the 
assets and liabilities of the Public Corporation, 
began the same operations as the Public Corpo¬ 
ration, and is expanding its business in accor¬ 
dance with the diversification program connected 
with agribusiness, pharmaceuticals, engineering 
and real estate with the approval of the Japanese 
government. However, as the Monopoly in Salt 
Art (the Monopoly Act) is still effective, the salt 
operations, which are conducted in order to pro¬ 
vide the nation with salt at a reasonable price and 
strengthen the foundations of the domestic salt 
industry, are regarded as a designation from the 
Government Accordingly, the salt operations are 
not subject to the shareholder’s rights and are 
basically exempt from income taxes. 

As a result, the Company’s assets and liabili¬ 
ties and the results of its operations should be 
separately accounted for between the profit- 
oriented operations represented by the tobacco 
business; and the salt operations. 

Pursuant to the Law, the Government should 
keep more than one-half of the shares of the 
Company (two-thirds of the shares for the provi¬ 
sional Term by the supplementary provisions of 
the Law); at present, all of the shares are held by 
the Government. 

Considering the circumstances surrounding the 
Company described above, the Law and the Mo¬ 
nopoly Act require that approval and authoriza¬ 
tion be obtained from the Minister of Finance 
regarding fundamentals such as: (I) the issuance 
of new shares and convertible debentures, (2) 
amendments to the Articles of Incorporation, (3) 
operating plan and (4) appropriations of earnings 
for the profit-oriented operations, and for the salt 


operations: (1) operations plans, (2) budget, (3) 
plan of cash position, (4) borrowing of long-term 
loans and (5) financial statements. 

2. Basis of presenting financial statements 

The non-consolidated financial statements have 

been prepared in accordance with the provisions 
set forth in the Japanese Commercial Code and 
the related accounting regulations and the Mo¬ 
nopoly Act, and in conformity with generally ac¬ 
cepted accounting principles and practices in 
Japan. Under the Japanese Commercial Code, 
the Company is not required to prepare consoli¬ 
dated financial statements. 

In preparing the non-consolidated financial! 
statements, certain reclassifications and rearrange¬ 
ments have been made in the financial statements 
issued dbmestically in Japan in order to present 
these statements in a form which is more familiar 
to readers outside Japan: In addition, certain note 
information which is not required under gener- 
ally accepted accounting principles and practices 
in Japan is presented herein as additional 
information. 

3. Summary of significant accounting policies 

a) Securities 

Quoted marketable and investment securi¬ 
ties are stated! at the lower of cost or mar¬ 
ket, cost being determined on the moving 
average method. Other securities are stat¬ 
ed at the moving average method. 

b) Inventories 
Profit-oriented operations: 

Inventories mainly consisting of leaf tobac¬ 
co are stated substantially at the average 
method. 

In accordance with generally recognized 
practices, lteaf tobacco is classified as cur¬ 
rent assets, although part of such invento¬ 
ries, due to the duration of the aging 
process, ordinarily will not be sold within 
one year. 

Salt operations: 

Inventories in salt operations are stated at 
the average method. 
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c) Property, plant and equipment 

Property, plant and equipment are carried 
at cost. Depreciation is computed on the 
declining-balance method over the 
estimated useful lives of assets stipulated by 
the Japanese Corporate Tax Law. The 
useful lives of major assets are substantially 
50 years for buildings and 8 years for 
tobacco producing machinery. 

d) Investments in subsidiaries and associated 
companies 

Investments in subsidiaries and associated 
companies (ownership: 20% to 50%) are 
stated at cost. 

e) Income taxes 

Income taxes are provided for amounts 
currently payable for each year. Deferred 
income taxes pertaining to timing 
differences in the recognition of certain 
income and expenses between financial and 
tax reporting are not recognized. 

f) Retirement benefits 

Under most circumstances, employees of 
the Company terminating their employment 
are entitled to lump-sum payments based on 
the rate of pay r at the time of termination, 
years of service and certain other factors. 
The Company provides for retirement 
benefits to state the amount which would 
be required if all employees voluntarily 
terminated their employment at each 
balance sheet date Provisions for retirement 
benefits include those for directors and 
statutory auditors of the Company, Such 
provisions are not funded. 

g) Research and development expenses 

Research and development expenses are 
charged to income as incurred. 

h) U.S. dollar amounts 

Amounts in U.S. dollars are included solely 
for the convenience of readers. The rate of 
¥132-U.S.$1, the approximate rate of 
exchange at March 31, 1989, has been usedl 
The inclusion of such amounts is not 


intended to imply that Japanese yen have been, 
could have been, or could be readily converted, 
realized or settled in U.S, dollars at that or any 
other rate 

4. Accounting change 

Effective April 1, 1988, in order to meet the 
declining tendency of the purchase price, the 
Company changed its method of valuing leaf 
tobacco from the last-in, fust-out method to the 
average method. This change had the effect of 
reducing inventories and income before income 
taxes by ¥20,936 million ($159 million). 

5. Transactions with subsidiaries 

The transactions with and due from/(to) 
subsidiaries were as follows: 

Transactions; 


Sales 
Purchases 

Due from/(to): 

Receivables ¥ 7,435 ¥ 6,816 S 52 

Payables (5*717) (13,846) (105) 

6. Inventories 

Ihventories at March 31, 1988 and 1989 
comprise the following: 


Millions of 

Millions of yen _ US. dollars 

1988 1989 1989 

¥ 4,768 ¥ 10,750 $ 81 

42,769 101,262 767 


Millions of 
Millions of yen U.S. dollars 
1988 1989 1989 


Profit-oriented 


operations: 

Leaf tobacco 

¥777,200 ¥704,728 

$5*339 

Finished products 

52,436 

44,401 

337 

Other 

20j955 

17,043 

129 

Salt operations: 

850,591 

3,557 

766,172 

3,063 

5,805 

23 

Total 

¥854,148 ¥769,235 

$5,828 
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7. Short-term bank loans and luiui-term ilehll 
Short-term bank loans of Y61,000 million are 
represented by 90-180 day notes bearing interest 
at the rate of 3.375% per annum and are not 
secured. 

Long-term debt comprised the following: 

Millions of 
Millions of yen U.S dollars 



1988 

1989 

19*9 

5% Swiss franc bonds 
due 1994 

¥14,305 ¥14305 

$108 

414% to 5.3% 
unsecured loans from 
banks due 1993-1996 

2,005 

2,177 

17 

Unsecured loans from 
Bio-Oriented Tech* 
nology Research 
Advancement 
Institution 

204 

378 

_3 

Less current portion 

16,514 

140 

16,860 

228 

128 

2 


Y16,374 

¥16,632 

$126 


The obligations created by the bonds are se¬ 
cured by a statutory preferential right, accord¬ 
ing to the Law, over the whole property of the 
Company. Unsecured loans from the Bio- 
Oriented Technology Research Advancement In¬ 
stitution are repayable from March 1992 through 
September 2001 with interest at the weighted 
average rate of 4.75% per annum. 

8. Income taxes and excise taxes 

The Company is subject to a corporate tax, in¬ 
habitants taxes and enterprise taxes based upon 
income from the profit'-oriented operations, 
which in the aggregate, resulted in a normal statu¬ 
tory rate of approximately 56%. 

The salt operations are exempt from income 
taxes with certain exceptions. The effective tax 
rates in the statements of income differ from the 
normal statutory rate, primarily because of the 
effect of timing differences, the effect of perma¬ 
nently non-deductible expenses, the lower tax rate 
applied'to the portion of income distributed as 
dividends, tax credit for research and development 
expenditures, and ; the tax exemption of the salt 
operations. 
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The Company is also subject to national! and 
local excise taxes, comprised of an ad valorem 
duty and a specific duty, on the tobacco products. 

Excise taxes included in the cost of sales for 
the years ended March 31, 1988 and 1989 were 
as follows: 


National 

Local 


Millions of 


Millions of yen 

U.S. dollars 

1988 

1989 

1989 

¥ 901,375 

¥ 872,467 

S 6.610 

892,077 

862,944 

6,537 

¥1,793,452 

¥1,735,411 

$13,147 


9. Shareholder’s equity 

Shareholder’s equity items of the: Company 
comprised those of the profit-oriented operations 
and those of the salt 1 operations: ini accordance 
with the Japanese Commercial Code and the: 
Monopoly Act. 

The capital fund of salt monopoly business 
and the reserve for monopoly price stabilization' 
in accordance with the Monopoly Act are not 
necessarily of the same nature as those required! 
by the Japanese Commercial Code, because they 
have been deemed funds for the salt operations. 
The Company is also subject to the Japanese 
Commercial Code with regard to the profit- 
oriented operations. 

As regards the profit-oriented operations, the 
Japanese Commercial Code provides that a por¬ 
tion of retained earnings in an amount equal to 
at least 10% of cash dividends be appropriated 
as a legal reserve until such reserve equals 25% 
of the amount of common stock. This reserve is 
not available for dividends, but may be used to 
reduce a deficit by resolution of the shareholder 
or may be capitalized by resolution of the Board 
of Directors. 

In accordance with the Japanese Commercial 
Code, the appropriations of retained 1 earnings 
and bonuses to directors including cash dividends 
have been reflected in the financial statements 
in the period in which they are approved! at 
the shareholder’s meeting to be held in the 
following year. 


Source: https://www.industrydocuments.ucsf.edu/docs/fhll0000 
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10. Amounts per share neluliint* to the 
profit-oriented operations 
Amounts of net income and net assets per 
share, relating to the profit-oriented operations, 
are computed based on the weighted average 
number of shares of common stock outstanding 
during each year and on the number of 
outstanding shares of common stock at each 
balance sheet date, respectively. The information 
referred' to above follows: 


Yen 


U.S. dollars 

Years ended March 31, 1988 

1989 

1989 

Net income per 
share Y 13,803 Y 

15,633 

$ 118 

At March 31, 1988 

1989 

19*9 


Net assets per 

share Y455.405 *467,004 $3*538 


To compute the above figures, the net income 
andinet assets relating to the salt operations have 
been excluded, owing to their not being subject 
to the shareholder’s rights as described in Note k 

11. Compensation to farmers 

As a result of having ceased renewing contracts 
with'formers who had been contracted on a long¬ 
term basis, the Company paid ¥19,613 million 
($148 million) in 1989 as compensation* 

The payments were included in “Other income 
(expenses)—Other, net—in the 1989 statements of 
income. 

12. Commitments and contingencies 

The Company is required to purchase all of the 
leaf tobacco produced, under the terms of the 
annual contract entered into with tobacco 
fanners, as stipulated in the Tobacco Business 
Code with regard to the method of purchasing 
the domestic crop. The purchase amount for the 
coming year is to be determined when the 
contracts are entered into with farmers, based 
upon the conclusions to be made by the Leaf 
Tobacco Council around September 1989. 


The Company contracts various kinds of lease 
agreements. Annual rental expenses, primarily 
office premises, automobiles and computer 
equipment, came to ¥12,440 million andYI 9,230 
million ($146 million) for the years ended March' 
31, 1988 and 1989, respectively. 

At March 31, 1989, the Company had no 
material litigations or claims outstanding, 
pending or threatened against it. 

13. Subsequent event 

The following plan for the appropriations of 
retained earnings for the year ended March 31, 
1989 was approved at the shareholder’s meeting 
held on June 28, 1989. 

Millions Millions of 
_of yen US. dollars 


Cash dividends, ¥5,000 ($38) 


per share 

¥10,000 1 

$76 

Transfer to legal reserve 

11000 

7 

Bonuses to directors and 



statutory auditors 

71 

_1 


¥11,071 

$84 


14. Profit-oriented! operations 

Under the Commercial Code and related 
accounting regulations, the Company is required 
to disclose the financial information of the profit- 
oriented operations together with the Company’s 
financial statements which include the salt 
operations. 

The financial information of the profit- 
oriented operations for 1988 and! 1989'is shown 
on the following pages, through page 341 


3J 
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PROFIT-ORIENTED OPERATIONS 
FINANCIAL POSITION 
March 31, 1988 and 1989 


Millions of 
U.S. dollars 



Millions of yen' 

1988 1989 

U.S. dollars 

1989 

ASSETS 

Current assets: 

Cash: 

If 74,780 

* 79,427 

$ 602 

Short-term investments, mainly time deposits and 

certificates of deposit 

52,277 

95,247 

721 

Trade notes and accounts receivable 

3,006 

5,050 

38 

Inventories 

850,5911 

766,172 

5305 

Other current assets 

10,126 

15,591 

118 

Total current assets 

990,780 

961,487' 

7384 

Property, plant and equipment: 

Land 

103,712 

104,897 

795 

Buildings and structures 

373,454 

382,323' 

2,896 

Machinery and equipment 

318,241 

321,989 

2,439 

Vehicles and tools 

25,526 

29,975 

227 

Construction in progress 

6,381 

2,934 

22 


827,314 

842,118 

6379 

Less accumulated depreciation 

412,013 

427,064 

3,235 


415,301 

415,054 

3;i44 

Investments and other assets: 

Investments in subsidiaries and associated companies 

5,203 

8,466 

64 

Investment securities 

11,375 

14,453 

110 

Other assets 

24,656 

23,535 

178 


41334 

46,454 

352 

¥1,447,315 

¥11422,995 

$10,780 


32 
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Millions of 
U.5. dollars 


Millions of yen _ 

1988 1989 1989 


LIABILITIES AND SHAREHOLDER’S EQUITY 
Current liabilities: 


Short-term bank lbans 

¥ 56,000 

¥ 61,000 

$ 462 

Current portion of long-term debt 

140 

228 

2, 

Excise taxes payable 

158,352 

150,097 

1,137 

Thule payables 

44'773 

49,627 

376 

Income taxes payable 

55,756 

15,041 

114 

Accrued employee bonuses 

10,073 

9,181 

69 

Other current liabilities 

1,557 

5,185 

39 

Total current liabilities 

326,651 

290359 

2,199 

Nontcurrent liabilities: 

Long-term debt 

16,374 

16,632 

126 

Liability for severance payments 

186*318 

181,194 

1373 

Other non-current liabilities 

7,161 

800 

6 


209,853 

198,626 

1305 


Commitments and contingencies 

Shareholder’s equity: 

Common stock, ¥50,000 par value; 


Authorized—8,000,000 shares 


Issued and outstanding—2,00Q;Q0Q shares 

100,000 

100,000 

758 

Additional! paid-in capital 

736,400 

736,400 

5379 

Legal reserve 

1,600 

2,400 

18 

Retained earnings 

72,811 

95310 

721 

Total shareholder’s equity 

910,8111 

934,010 

7,076 


¥1,447,315 

¥1,422,995 

$10,780 
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PROFIT-ORIENTED OPERATIONS 
RESULTS OF OPERATIONS 
Years ended March 31, 1988 and 1989 


Millions of 
U1S. dollars 


Net sales 
Cost of sales: 

Cost of products sold 
Excise taxes on products sold 


Gross profit 

Selling, general and administrative expenses 
Operating profit 

Other income (expenses): 

Interest income, net 

Loss on disposals of property, plant and equipment 
Other, net 


Income before income taxes 
Income taxes 
Net income 


Millions of yen 


1988 

1989 

1989 

¥2,727,151 

¥2,654;025 

$20,106 

611,532 

581,408 

4,404 

1,793,452 

1,735,411 

13,147 

2,404,984 

2,316,819 

17,551 

322,167 

337,206 

2,555 

215,268 

236,816 

1,794 

106,899 

100,390 

761 

4,128 

4,039 

30 

(473): 

(3,460) 

(26) 

2,332 

(23,246) 

(176) 

5,987 

(22,667) 

(172) 

112,886 

77,723 

589 

85,280 

46,455 

352 

¥ 27,606 

¥ 31,268 

$ 237 


PROFIT-ORIENTED OPERATIONS 
MOVEMENTS OF SHAREHOLDER'S EQUITY 

Years ended March 31, 1988 and 1989 Millions of 

Millions of yen _ U S. dollars 

1988 1989 1989 


Common stock 

¥100,000 

¥100,000 

Additional paid-in capital 

¥736,400 

¥736,400 

Legal reserve: 

Balance at beginning of year 

Add: 

¥ 800 

¥ 1,600 

Transfer from retained earnings 

800 

800 

Balance at end of year 

¥ 1,600 

¥ 2,400 

Retained earnings: 

Balance at beginning of year 

Add: 

¥ 54,050 

¥ 72,811 

Net income 

Deduct: 

27,606 

31^268 

Cash dividends 

(8,000) 

(8,000) 

Bonuses to directors and statutory auditors 

(45) 

(69) 

Transfer to legal reserve 

(800) 

(800) 

Balance at endl of year 

¥ 72,8111 

¥ 95,210 


$ 758 
$5,579 


$ 12 

_ 6 

$ 18 


$ 552 



$ 721 
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15. Salt operations 

The salt operations started with the capital 
fundi of salt monopoly business of ¥25,683 mil¬ 
lion ($195 million) and the reserve for salt mo¬ 
nopoly price stabilization of ¥11,298 million ($86 
million). Under the provisions of the Monopoly 
Act, the results of operations are credited to the 
reserve for salt monopoly price stabilization and 
the reserve may be used only to offset the losses 
from the salt operations. 

Summarized financial information of the salt 
operations included in the financial statements 
follows: 


Millions of 



Millions of yen 

U.S. dollars 

At March 31, 

1988 

1989 

1989 

Current assets 

¥53,241 

¥61,514 

$466 

Other assets 

18,033 

18,277 

139 


¥711274 

¥79,791 

$605 

Current liabilities 

¥ 2,793 

1 2,973 

$ 23 

Other liabilities 

3,108 

4285 

33 


5,901 

7258 

_56 

Capital fund of salt 




monopoly business 

25,683 

25,683 

195 

Reserve for monopoly 



price stabilization 

39,690 

46,750 

354 


65,373 

72,433 

549 


¥71274 

¥79,791 

$605 

Years ended March 31, 

1988 

1989 

1989 

Revenues 

¥70,705 

¥694)37 

$530 

Costs and expenses 

63,549 

65,438 

496 

Other income, net 

2,146 

2,646 

20 

Income taxes 

19 

85 

_1 

Net income 

¥ 9283 

¥ 7,060 

$ 53 
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Tohmatsu Awoki & Sarrwa 
MS Shibaura BWg. 

13-23 Shibaura 4-chome. 
Minato-ku. Tokyo 108 
Telephone (031457-7321 
Telex: 222-4616 TASAUD 
Fax : (03)457-1694 


To the Board of Directors 
Japan Tobacco Inc. 


We have examined the non-consolidated balance sheets of Japan Tobacco Inc as of March 31, 1988 and 1989 and 
the related non-consolidated statements of income and shareholder's equity for the years then ended, all expressed in 
Japanese yen. Our examinations were made in accordance with generally accepted auditing standards in Japan and, ac¬ 
cordingly, included such tests of the accounting record^ and such other auditing procedures as we considered necessary in 
the circumstances. . . . . 

In our opinion, the non-consolidated financial statements referred to above present fkirly the financial position ot 
Japam Tobacco Inc as of March 31, 1988 and 1989 and results of its operations for the years then ended, in conformity 
with applicable laws and generally accepted accounting principles in Japan consistently applied during the period except 
for the change made in 1989, with which we concur^ in the method of valuing inventories as described in Note 4 of the 
notes to non-consolidated financial statements. 

The United States dollar amounts shown in the accompanying non-consolidhted financial statements have been 
presented sol&y for convenience We have reviewed this translation and, in our opinion, the non-consolidhted financial 
statements expressed in Japanese yen have been translated into United States dbllhrs on the basis described in Note 3 to 
the non-consolidated financial statements. 


£ Tohmatsu Awoki 
&Sanwa 


May 15, 1989 

(June 28, 1989 with respect to Note 13) 
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Touche Ross International 
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CORPORATE DATA.*- 



Cigarette Manufacturing Factories;...-- 32 

Processing Factories and Another Factory- 11 f 

Machine Factories -- 2 

Printing Factory -- 1 


Head Olliicc 

2-LTDranQmon 2-chome, 
Minato-ku, Tokyo 105, Japan 
Phone: (03) 582-31111 
Fax: (03) 589-3153 
Telex: J 24865 

Date of Establishment 
April 1, 1985 

Paid-in Capital 
¥100 billion 

Number of Employees 
26,700 


Offices & Factories 

Regional Sales Headquarters--- 3 

Area Sales Headquarters;-- 14 

Sales Offices. 257 

Regional Leaf Tobacco Headquarters.... 8 

Regional Leaf Tobacco Offices-- 1 

Leaf Tobacco Offices ----- 70 


Salt Industry Centers ------- 111 

Salt Industry Offices....------ Ill 

Support Service Centers----6 

Hospital^.,_________2 

Laboratories 

Applied Plant Research Laboratory 

Leaf Tobacco Research Laboratory 

Tobacco Science Research Laboratory 

Pharmaceutical Research Laboratories 

Food R&D Center 

Life Science Research Laboratory 

Sea Water Science Research Laboratory 

Plant Breeding and Genetics Research Laboratory 

Engineering Research Laboratory 

Toxicology Research Laboratories 

Product R&D Center 

(As of April 1, 1989) 


OVERSEAS OFFICES ^ 


New York Office 

375 Park Avenue, Suite 1307, 

New York, NY 10152, USA. 

Phone: 212-319-8990 
Telex: 424015 (JTINC NEW) 

Fax: 212^319-8993 

Raleigh Office 

4700 Homewood Court, Suite 240, 
Raleigh, NC 27609, USA. 

Phone: 919-782-1076 

Telex: 230-579475 (AAB: JTINC RAL) 

Fax: 919-833-6208 

Washington Office 

1667 K Street N.W., Suite 330, 
Washington, D.C. 20006, USA. 

Phone: 202^29M289 

Telex: 751629 (JTINC W5H UD) 

Fax: 202-887-5506 

London Office 

Albemarle House, 1 Albemarle Street, 
London WIX 3HF, UJK. 

Phone: 001-44-1^08-0240 
Fax: 001^44-1-499-1211 

Dussddorf Office 

lmmermann Tower, 2nd Floor, 
Immermann Str. 40, 4000,, Dusseldorf 1, 
F.R. Germany 
Phone: 021U352557 
Fax: 0211-365957 

Athens Office 

49, Vas Sorias Avenue, 

10676, Athens, Greece 
Phone: 1-723-2282/0108 
Telex: 601-216255 (AAB: 216255 JTI GR) 
Fax: 1-721-7309 
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Thessaloniki Office 

7, 28th October Strceu 
54642, Thessalbniki, Greece 
Phone: 31-838-808 

Telex: 601M1Q655 (AAB: 410655 JT1S GR) 
Fax: 31 I 846-865 

Bangkok Office 

8th Floor, Thaniya Bldg„ 

62 Sil6m Road, Bangkok 10500, Thailand 
Phone: 2-2364)125/9123 
Telex: 86-82922 (AAB: 82922 JTINC BKTH) 
Fax: 2-236-9123 

Sao Paulo Office 

Japan Tabacco do Brasil 
Pesq. de Merc, s/c Ltda. 

Av. Paulista 949j 20° Andar C J. 202, 

Bela Vista. Sio Paulo-SP.-Brasil CEP-01311 
Phone: 11-285-4699/4675 
Telex: 38411132669 (AAB: 1132669 JTSP BR) 
Fax: 11-285-4675 

Manila Office 

7th Floor, Manpola Bldg,, 

109 Perea St., Legaspi Village, 

Makati, Metro Manila, Philippines 
Phone: 2-8160492 
Fax: 2-8160569 

Beijing Office 

Room No. 2248, Minzu Hotel, 

Fu Xing Men, Nei Da Jie, 51 Hao, 

Beijing, The People's Republic of China 

Phone: 601-1635 

Telex: 22735 (JTC BJCN) 

Fax: 601-5694 

Izmir Office 

1381 Sokak, No. 19-2, 

AJsancak, Izmir, Turkey 
Phone: 51-214-937 

Tetex: 607-53636 (AAB: 53636 JTHTR) 

Fax: 51-215-156 


Overseas Offices of 
Japan Tobacco 
International Corporation 

JATICO U.SA. Inc. 

2441 205th Street, Suite C-102, 
Torrance. CA 90501, USA. 

Phone; 213-212-6416 
Fax; 213-533-8027 

Japan Tobacco International 
(HK) Ltd. 

828 Ocean Centre, Tsimshatsui, 
Kowloon, Hong Kong 
Phone: 852^3-7361733 
Telex: 45178 (Tabak Hx) 

Fax: 852-3-739-8709 

JATICO Trading(s) Pte. Ltd. 

Uhit No. 158, Tagore Lane, 

Upper Thomson, Singapore 2678 
Phone: 65-455-5388 
Telex: 50155 (JTCS1N RS)i 
Fax: 65-455-0405 

Taipei Office 

Internanonai Trade Bldg., 1910, 

333, Keelung Road, Sec 1,, 

Taipei, Taiwan 
Phone: 2-73B-2450' 

Fax: 2-757-6440 

Seoul Office 

Room No. 805-B, Miwon Bldg., 

43 Youido* Dong, Yong Dung po-Gu, 
Seoul. Korea 
Phone: 2-782-0506/0507 
Fax: 2-782-0509 


IN) 

O 

N 

CO 

CO 

H 

CO 

C/1 


Source: https://www.industrydocuments.ucsf.edu/docs/fhllOOOO 

















JAPAN TOBACCO INC. 

2-1, TORANOMGN 2-CHOME, MINATO-KU, TOKYO 105, JAPAN 
g PHONE: (03) 582-311H 
M FAX: (03) 1589-3153 
M TELEX: J 24865 
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